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ordinary and capital gain income exceeded the 
net operating loss carryover to that year, it 
had been completely absorbed.
The Tax Court concluded that because the 
alternative method had been elected, taxable 
income for purposes of Section 172 of the Code 
consisted of ordinary income, and to the extent 
that the applied net operating loss exceeded 
such income, it was available as a carryover to 
a subsequent year.
In view of this decision, in instances where 
taxpayers have capital gains taxed on the 
alternative method returns should be reex­
amined to ascertain that any net operating 
loss carrybacks and carryovers have been cor­
rectly applied.
“TAX GUIDE FOR INCORPORATING A 
CLOSELY HELD BUSINESS,” Harry Z. 
Garian, American Institute of Certified Public 
Accountants, New York, 1969, 281 pages.
It would seem that the AICPA made a wise 
selection in its first study in Federal Taxation; 
conforming, as it does to their stated objectives, 
as well as those of the author. Certainly this is 
excellent educational and reference material 
within the areas covered, and embraces more 
than the title would indicate. While the study 
is concerned primarily with the tax aspects of 
incorporating the closely held business, Mr. 
Garian has wisely pointed out the pitfalls in 
making any decision until all aspects of incor­
poration have been considered.
As stated in the introduction, in-depth treat­
ment has been sacrificed in order that the 
reader may have exposure to many phases of 
the problem; but the treatment is sufficient to 
provide a ready reference, and serve as the 
foundation for further study should such in­
depth treatment be required.
The book is well written in a practical vein 
that will be particularly helpful to the individ­
ual who has had only peripheral exposure to 
the problems encountered in a closely held 
business. At the same time it will prove of 
inestimable value to the more experienced 
practitioner. Of particular interest are the 
exhibits contained in the Appendix—the “check­
list” questionnaire with appropriate references 
to pertinent coverage in the text, the case study 
which takes the reader through a step-by-step 
analysis of the work to be done and the type 
of report to be submitted. Assimilation of the 
material contained in this study is bound to 
contribute to the professional development of 
the reader.
REVIEWS
(Continued from page 17)
of the articles are excellent—evidence of their 
having been selected with care. Among them, 
the reader will find discussions of managerial 
authority, forecasting, decision making, opera­
tions research, information systems, selection 
of managers, appraisal of executive perfor­
mance, motivation communications, budgets, 
internal auditing, management audits, evalua­
tion of a firm, and corporate responsibility.
It can be truly said that there is something 
here for everyone, with an abundance of 
managerial philosophies from which to choose. 
The busy accountant can restrict his reading 
to one article at a time if he so desires, and 
thus enjoy and benefit from the book over a 
long period of time.
Well worth the investment, this book will 
provide the accountant with an excellent and 
diversified look at what is being talked about 
in the management area today.
Dr. Bernadine Meyer 
Duquesne University
TWENTY-FIVE YEARS AGO—in THE WOMAN CPA
"While the whole idea of employee pensions has grown with the development of our industrial society, 
it has usually been approached from the sociological standpoint. It was looked upon with scorn by 
some who felt that business was not its brother's keeper. A pension was a nice reward for long and 
faithful service, something like a pat on the head and a bone for an old sheep dog; but such humanitarian 
measures had no place in the practical world. Surprisingly enough, this attitude was encouraged by the 
labor unions. They did not favor a paternalistic role for business, but reserved this right to themselves."
From "EMPLOYEE PENSIONS" by Susie Sudderth, 




PHYLLIS E. PETERS, CPA, Editor 
Touche, Ross, Bailey & Smart 
Detroit, Michigan
“CAPITAL BUDGETING: A PRAGMATIC 
APPROACH,” Alexander A. Robichek, Donald 
G. Ogilvie, and John D. C. Roach, THE FI­
NANCIAL EXECUTIVE, Volume XXXVII, 
No. 4, April 1969.
The authors explain a model based on linear 
programming with the purpose of bridging the 
gap between theory and practice in capital 
budgeting. In designing a sound capital budget­
ing system, top management must find answers 
to the following questions: What “objective” 
should the system maximize? Which factors in 
the capital budgeting decision contribute to 
this objective? And what relationships exist 
between the decisional factors and the objec­
tive?
It is pointed out that suggested answers to 
these questions are often in conflict with one 
another. The authors proceed on the premise 
that the objective of the corporation in making 
capital investment decisions is to attempt to 
maximize the value of the firm to its current 
shareholders. The problem then becomes one 
of defining value and the factors that affect it.
Some of the currently used methods for eval­
uating investment proposals, the idea of “ne­
cessity” or “urgency,” the payback period, the 
accounting rate of return, the net present value 
method, and the internal rate of return are dis­
cussed briefly.
The results of a recent survey showed an 
increasing acceptance by large manufacturing 
firms of the techniques using concepts of dis­
counted cash flow. In practice, there are diffi­
culties with the cash flow techniques, but the 
authors believe that these methods should not 
be abandoned because they give management 
information as to the “long-run” effect on ob­
jectives. What is needed is a procedure that 
combines the best features of both theory and 
practice to give the manager a workable and 
feasible approach.
The remainder of the article describes a 
linear programming techniques to determine 
the optimal set of investment proposals. The 
objective of the approach would be to maxi­
mize the internal rate of return or net present 
value of those investment alternatives under 
consideration subject to a set of constraints.
The constraints in addition to the supply of 
capital available would be those factors such 
as earnings per share, return on investment, 
dividends per share, R & D expenditures, etc. 
which the management feels should be con­
sidered as operational or practical objectives 
of the firm.
Capital budgeting as a linear programming 
problem is described briefly and this is followed 
by a case illustration. The model presented in 
the article is not proposed as the ultimate solu­
tion to the difficult problems involved in capital 
budgeting, but the authors believe it to be a 
step in the right direction. This would appear 
to be a reasonable conclusion.
Mary E. Burnet, CPA 
Rochester Institute of Technology
“MANAGEMENT: A BOOK OF READINGS,” 
Harold Koontz and Cyril O’Donnell, McGraw- 
Hill, Inc., New York, 2nd edition, 1968, 682 
pages (available in paperback).
The proliferation of writing in the manage­
ment area and the many viewpoints pro­
pounded make it difficult to acquire, without 
wading through volumes of material, a mean­
ingful insight into what is a rapidly expanding 
field. This book reduces that difficulty by 
making available to the reader 93 different 








Managers and the changing environment.
Although of varying quality, the majority
(Concluded on page 16)
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